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to the nonregulated activity at the
tariffed rates and credited to the regu-
lated revenue account for that service.

(2) Costs shall be directly assigned to
either regulated or nonregulated ac-
tivities whenever possible.

(3) Costs which cannot be directly as-
signed to either regulated or nonregu-
lated activities will be described as
common costs. Common costs shall be
grouped into homogeneous cost cat-
egories designed to facilitate the prop-
er allocation of costs between a car-
rier’s regulated and nonregulated ac-
tivities. Each cost category shall be al-
located between regulated and non-
regulated activities in accordance with
the following hierarchy:

(i) Whenever possible, common cost
categories are to be allocated based
upon direct analysis of the origin of
the cost themselves.

(ii) When direct analysis is not pos-
sible, common cost categories shall be
allocated based upon an indirect, cost-
causative linkage to another cost cat-
egory (or group of cost categories) for
which a direct assignment or alloca-
tion is available.

(iii) When neither direct nor indirect
measures of cost allocation can be
found, the cost category shall be allo-
cated based upon a general allocator
computed by using the ratio of all ex-
penses directly assigned or attributed
to regulated and nonregulated activi-
ties.

(4) The allocation of central office
equipment and outside plant invest-
ment costs between regulated and non-
regulated activities shall be based upon
the relative regulated and nonregu-
lated usage of the investment during
the calendar year when nonregulated
usage is greatest in comparison to reg-
ulated usage during the three calendar
years beginning with the calendar year
during which the investment usage
forecast is filed.

[52 FR 6560, Mar. 4, 1987, as amended at 52 FR
39534, Oct. 22, 1987; 54 FR 49762, Dec. 1, 1989]

§ 64.902 Transactions with affiliates.

Except for carriers which employ av-
erage schedules in lieu of determining
their costs, all carriers subject to
§ 64.901 are also subject to the provi-

sions of § 32.27 of this chapter concern-
ing transactions with affiliates.

[55 FR 30461, July 26, 1990]

§ 64.903 Cost allocation manuals.
(a) Each local exchange carrier with

annual operating revenues equal to or
above the indexed revenue threshold,
as defined in § 32.9000 of this chapter,
shall file with the Commission a man-
ual containing the following informa-
tion regarding its allocation of costs
between regulated and nonregulated
activities:

(1) A description of each of the car-
rier’s nonregulated activities;

(2) A list of all the activities to which
the carrier now accords incidental ac-
counting treatment and the justifica-
tion therefor;

(3) A chart showing all of the car-
rier’s corporate affiliates;

(4) A statement identifying each af-
filiate that engages in or will engage in
transactions with the carrier and de-
scribing the nature, terms and fre-
quency of each transaction;

(5) A cost apportionment table show-
ing, for each account containing costs
incurred in providing regulated serv-
ices, the cost pools with that account,
the procedures used to place costs into
each cost pool, and the method used to
apportion the costs within each cost
pool between regulated and nonregu-
lated activities; and

(6) A description of the time report-
ing procedures that the carrier uses,
including the methods or studies de-
signed to measure and allocate non-
productive time.

(b) Each carrier shall ensure that the
information contained in its cost allo-
cation manual is accurate. Carriers
must update their cost allocation
manuals at least annually, except that
changes to the cost apportionment
table and to the description of time re-
porting procedures must be filed at
least 60 days before the carrier plans to
implement the changes. Annual cost
allocation manual updates shall be
filed on or before the last working day
of each calendar year. Proposed
changes in the description of time re-
porting procedures, the statement con-
cerning affiliate transactions, and the
cost apportionment table must be ac-
companied by a statement quantifying
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the impact of each change on regulated
operations. Changes in the description
of time reporting procedures and the
statement concerning affiliate trans-
actions must be quantified in $100,000
increments at the account level.
Changes in cost apportionment tables
must be quantified in $100,000 incre-
ments at the cost pool level. The Chief,
Common Carrier Bureau may suspend
any such changes for a period not to
exceed 180 days, and may thereafter
allow the change to become effective or
prescribe a different procedure.

(c) The Commission may by order re-
quire any other communications com-
mon carrier to file and maintain a cost
allocation manual as provided in this
section.

[57 FR 4375, Feb. 5, 1992, as amended at 59 FR
46358, Sept. 8, 1994; 61 FR 50246, Sept. 25, 1996]

§ 64.904 Independent audits.

(a) Each local exchange carrier re-
quired by this part or by Commission
order to file a cost allocation manual
shall have performed annually, by an
independent auditor, an audit that pro-
vides a positive option on whether the
applicable data shown in the carrier’s
annual report required by § 43.21(f)(2) of
this chapter presents fairly, in all ma-
terial respects, the information of the
carrier required to be set forth therein
in accordance with the carrier’s cost
allocation manual, the Commission’s
Joint Cost Orders issued in conjuction
with CC Docket No. 86–111 and the
Commission’s rules and regulations in-
cluding §§ 32.23, 32.27, 64.901 and 64.903 in
force as of the date of the auditor’s re-
port. The audit shall be conducted in
accordance with generally accepted au-
diting standards, except as otherwise
directed by the Chief, Common Carrier
Bureau.

(b) The report of the independent
auditor shall be filed at the time that
the local exchange carrier files the an-
nual report required by § 43.21(f)(2) of
this chapter.

[57 FR 4375, Feb. 5, 1992]

Subpart J—International
Settlements Policy and Waivers

§ 64.1001 International settlements
policy and waivers.

(a) The procedures set forth in this
rule are subject to Commission policies
on international operating agreements
in CC Dkt. No. 90–337.

(b) If the accounting rate referred to
in § 43.51(d)(1) of this chapter is lower
than the accounting rate in effect in
the operating agreement of another
carrier providing service to or from the
same foreign point, and there is no
modification in the other terms and
conditions referred to in § 43.51(d)(1) of
this chapter, the carrier must file a no-
tification letter under paragraph (e) of
this section.

(c) If the amendment referred to in
§ 43.51(d)(2) of this chapter is a simple
reduction in the accounting rate, and
there is no modification in the other
terms and conditions referred to in
§ 43.51(d)(2) of this chapter, the carrier
must file a notification letter under
paragraph (e) of this section.

(d) If the operating agreement or
amendment referred to in §§ 43.51 (d)(1)
and (d)(2) of this chapter is not subject
to notification under paragraphs (b)
and (c) of this section, the carrier must
file a waiver request under paragraph
(f) of this section.

(e) A notification letter must contain
the following information:

(1) The applicable international serv-
ice;

(2) The name of the foreign tele-
communications administration;

(3) The present accounting rate (in-
cluding any surcharges);

(4) The new accounting rate (includ-
ing any surcharges);

(5) The effective date (see paragraph
(h) of this section);

(6) A statement that the accounting
rate will be divided 50–50; and

(7) A statement that there has been
no other modification in the operating
agreement with the foreign correspond-
ent regarding the exchange of services,
interchange or routing of traffic and
matters concerning rates, accounting
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